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Mr. SparKMAN, from the Select Committee on Small Business, 
submitted the following 


REPORT 


Steel has often been termed “the bellwether of the economy.” The 
economic climate of the Nation fluctuates with the rise and fall in the 
price of steel. Its abundance or searcity has an immediate and dra- 
matic imps ict on all segments of the econ omy. It isthe most Important 
and the most widely used single component of the American industrial 
output. 

With the advent of Korea, the military undertook an immediate 
and tremendous build-up in its program. In the year ending June 
1950, the Department of Defense spent a little over 5 billion dollars. 
In the succeeding 12 months, more than 30 billion dollars was spent to 
arm America. <A large portion of this expenditure went for planes, 
tanks, guns, and other implements of war. 

The result was a critical shortage in steel and nearly a dozen other 
metals. They became scarce commodities. It became necessary to 
control their distribution and allocation in order to insure the fulfill- 
ment of the military program. ‘Their civilian use had to be curtailed. 

Small business, sensitive as it is to the vagaries of the national 
economy, was the first to feel the effects of the shortages. Small 
manufacturing concerns, particularly those engaged in the production 
of civilian goods, came to your committee pleading for assistance. To 
many of them, steel was the sine qua non of their existence. Without 
it they faced immediate shut-downs. Hundreds of small communities 
throughout the country, many of them dependent upon smal] manu- 
facturing cone erns for employme nt. were faced with serious economic 
dislocations attributable directly to the shortage of steel. 
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SUBCOMMITTEE APPOINTED 


Recognizing the problem and in answer to the pleas of small busi- 
ness, your committee appointed a subcommittee to explore fully the 
ramifications of the mobilization program. The subeommittee’s first 
inquiry was directed at the steel situation. The chairman of the sub- 
committee opened hearings at Detroit in July with the following 
comments : 

There is a precise parallel between the position of small business today and 
during World War II. Now, as then, hundreds of small businesses are starving 
for lack of materials. Now, as then, military contracts are not reaching them 
in sufficient volume or speed to take up the slack of curtailed normal production. 
Now, as then, materials are not available in sufficient quantity to meet all the 
Nation’s needs and are, therefore, necessarily being channeled by the Government. 

Then, during World War II, the resulting general dislocation of the economy 
drove 16 percent of small nanufacturing companies in America out of business. 
This must not be allowed to happen again, and this committee will do all in its 
power to prevent it * * *. 

Several materials essenti: ul to normal operation of most small industries are 
critically short. One of these, the one currently responsible for the cut-backs 
of production in Detroit, is steel. 

Military production today is using less than 10 percent of our available supply 
of steel. Yet demands for steel are so heavy that there seems not to be really 
enough for anybody. Our purpose here this morning is to explore the facts of 
this situation * * °. 

The initial hearings brought forth the testimony of several small- 
business men as to their difficulties in adjusting to the problems of the 
defense mobilization. Officials of the Hartsell Air Terminal Co., 
Plymouth, Mich., stated that they had been employing from 10 to 30 
workers in their screw-machine plant since 1942 and that for the past 
5 years they had been the principal supplier of a particular oo for 
A. C. Spark Plug. They stated that due to their recent inability to 
get steel, and the resultant failure to meet production schedules, two 
customers had canceled contracts held by the firm. Bernard J. Teal, 
a partner in the Teal Machine Products Co. of Detroit, another screw 
machine concern, testified that steel shortages had cut his production 
in half and had forced the lay-off of 7 of his 14 production employees. 

The viewpoint and the problem of the steel warehouseman was ex- 
pressed by J. Ivan Fiscus, president of the Huron Steel Co., a Detroit 
warehouse dealing i in carbon steel bar. Mr. Fiscus said: 

The Huron Steel Co. depends largely on the small manufacturer for its normal 
business. But now the small fellow depends on us, and we are letting him down 
through no fault of our own. Our company has well over 1,500 active accounts 
of which over 1,400 are small shops and manufacture rs. These people make the 
small things that make the big things possible. * * 

January 1950, our inventory consisted roughly of 3,000 tons of approximately 
1,800 various sizes and analyses. By June 1951 this figure was depleted to about 
300 tons of perhaps 350 sizes. * * * 

Mr. Fiscus pointed out how steel warehouses, as well as small manu- 
facturing concerns, were having difficulty in obtaining steel. 

At its first hearings the subcommittee also heard complaints about 
the gray market in steel. The representatives of the Hartsell con- 
cern recounted their experiences in attempting to get steel through a 
broker. Unable to obtain the steel through their normal sources, they 
ordered their requirements from a broker and made a $750 deposit on 
the order. The steel was not delivered on time, Hartsell failed to meet 
the delivery schedule, and the customer canceled the order. Hartsell 
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lost the $750 deposited with the broker, plus another $500 spent in 
—— tooling for the order. 

Bernard M. Baur of the Advance Plating Co., Detroit, told the sub- 
committee he had been forced to close down one of his plants and 
dismiss more than half of his 150 employees because of his inability 
to obtain the nickel necessary to his plating business. He also told 
of numerous offers received from brokers who had nickel anodes for 
sale at prices up to $4.50 a pound. Mr. Baur normally paid 67 cents 
a pound to his regular supplier for the anodes. 

Questioning of Marshall C. Thomas, president of M. C. Thomas, 
Inc., manufacturers of industrial maintenance supplies at Norwalk, 
Conn., disclosed that he had gone into the business of supplying nickel 
anodes and other commodities to his customers to augment his regular 
business which had deteriorated due to a shortage of chemicals. 
Thomas had offered 49,000 pounds of anodes to Advance Plating at 
$4.50 a pound. He testified that he was part of “an endless chain” 
dealing in nickel and other scarce commodities. 

Members of the subcommittee staff conducted an investigation based 
on the information relating to gray markets developed during the 
Detroit hearings. Your committee has submitted a separate report 
describing the gray market in nickel. 


TRrREGULARITIES IN INTERNAL REVENUE 


Following the initial Detroit hearings your committee began to 
receive more and more appeals from small-business men telling of 
their inability to get steel. They reported that their regular ware- 
house and mill sources were unable to supply them, even when the 
small manufacturing concern held DO rated orders or CMP tickets. 

Frequently the businessmen told of telephone calls and circulars 
received from so-called steel brokers offering hard-to-get steel for 

sale. These reports developed into a pattern. A small-business man, 
unable to obtain steel through normal channels and using every avail- 
able means to keep his plant going, would try to get the steel through 
a broker. Either om would respond to one of the circulars received 
through the mail or he would receive an unsolicited teleph ‘we e call 
from some stranger aa identified himself as a broker. In either case, 
if the broker had the steel the businessman “ate that it was for sale 
prices far in excess of normal, sometimes as —_ as three or en r 
times the regular warehouse price. Attempts by the businessman to 
determine the source of the steel or other specific information proved 
unavailing. If he wanted the steel he had to pay the price, and no 
questions asked. Frequently the operator of the small manufac- 
turing plant faced the alternative of paying the price or closing his 
plant. 

Your committee was alarmed by the incongruity of the situation. 
Legitimate manufacturing concerns were unable to get steel but the 
same steel was being offered for sale by these so-called steel brokers. 
The reports coming to your committee made it clear that a considerable 
amount of steel was escaping from normal.channels of distribution 
and finding its way into the gray market where profiteers were doing 
a flourishing business at the expense of small-business men. The dan- 


S. Rept. No. 785, 82d Cong., 1st sess. 
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ger to small business in general and to the defense effort in particular 
was readily apparent. The situation called for immediate action to 
stamp out this vicious practice. Your committee undertook an inves- 
tigation to get at the root of the matter. 

From an investigative standpoint, however, the gray market in 
steel a a problem: How to ferret out the principal gray market 
operators. The reports coming to your committee from small- 
business men were for the most part general in nature. They lacked 
detail as to the names of the operators or specific information on high 
prices actually paid to brokers for steel. By the very nature of the 
operations of these gray market operators, businessmen were unable 
to obtain such information except where they consummated a deal. 
The circulars which they received through the mail and the advertise- 
ments they read in trade publications seldom quoted prices. And 
businessmen who did buy high-priced steel from brokers refrained 
from publicizing or reporting the information because they were glad 
to get the steel, even at the unreasonable pric es, and we re afraid that 
by reporting such deals they might “turn off the spigot” and lose their 
last chance for survival. The gray market steel operators in many 
cases held the key to the continued operation of small manufacturing 
plants. Plant owners were at the mercy of the steel profiteers. 

One report coming from the Detroit area indicated another possible 
explanation for the difficulty being encountered by your committee in 
its attempts to stamp out the gray market in steel. The report alleged 
that personnel of the Intelligence Unit of the Bureau of Internal 
Revenue at Detroit were in effect fostering the gray market in steel 
by engaging in steel transactions and otherwise protecting persons 
in the steel business. Feeling that the Intelligence Unit, backed by the 
income-tax laws, should be in the forefront of the fight against gray 
market steel operators, the committee undertook a full investigation 
of the charges. 

The investigation disclosed that Joseph Weyn and Frank Cash- 
man, special agents of the Intelligence Unit, netted $1,120 each on 
a steel transaction which occurred in 1948. Cashman located 100 tons 
of waster steel at a tool shop in Hamtrame ke Mich. Weyn spoke to 
Herman Golanty, a Detroit steel broker, and Golanty agreed to pay 
Weyn and Cashman a “finder’s fee” for the steel. Golanty sold the 
steel and paid Weyn $2,240 which the latter shared with Cashman, 

Weyn admitted a close personal friendship for Golanty, describing 
him as one of the two closest friends he had in Detroit. He identified 
the other as Sol Eisenberg, president of the Kenwal Produc ‘ts Co.va 
Detroit steel concern. Wevyn stated that he borrowed $2,900, interest 
free, from Golanty in 1950 in order to purchase a home. He also 
admitted accepting a $400 commission from Golanty after selling the 
latter’s car for him early in 1951. 

Herman Golanty was a defendant in an action brought by the Gov- 
ernment in Federal court at Detroit in 1947 to recover overcharges 
in the amount of $50,506.60 allegedly received by Golanty on steel 
transactions between June and October 1946. The Government sought 
treble damages under the Emergeney Price Control Act of 1942. The 
action was dismissed in January 1950 after Golanty and Government 
attorneys agreed on a settlement. 

Weyn stated that Golanty was a friend of Moe Dalitz, an individual 
who was described in re ports of the Kefauver committee as having 
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been among the top of Cleveland’s bootleggers during the prohibition 
era and as having an interest more recently in some of the largest 
gambling establishments in the country. According to Weyn, Dalitz 
asked Golanty to be a witness to Dalitz’s will. 

The investigation also disclosed that Weyn traded his automobile 
for another owned by Production Steel Coil, Inc., a Detroit steel con- 
cern, and that he netted approximately $300 on the basis of the trade- 
in values of the two automobiles. 

While these events were transpiring, Weyn was handling all of 
the important steel investigations coming to the attention of the 
Detroit office of the Intelligence Unit. The records of that office did 
not indicate that any investigations had ever been conducted on any 
of the individuals or concerns with whom Weyn was shown to be 
dealing in private matters. 

Questionable practices and associations on the part of other per- 
sonnel of the Detroit oflice of the Intelligence Unit were also uncovered 
by the committee during the course of its inquiry into the steel gray 
market. Samuel Hamway, another special agent assigned to that 
office, was found to have been selling oi] to an individual whom he 
was assigned to investigate for income-tax deficiencies. In addition, 
Hamway admitted purchasing an automobile at discount from a 
dealer whom he also investigated for tax deficiencies. 

Complete reports on the committee’s investigation were sent to 
John B. Dunlap, Commissioner of Internal Revenue, early in October 
In November, after completion of his own investigation to verify the 
committee’s findings, Commissioner Dunlap requested the resigna- 
tions of Special Agents Weyn and Hamway and advised that he _ 
initiated other administrative action with respect to Agent Cashma 
Agent Weyn submitted his resignation as requested but Hamway 
refused. Hamway was then dismissed from the service. 

Your committee is of the firm belief that the Bureau of Internal 
Revenue, and particularly the Intelligence Unit of that agency, is 
in the best position to ferret out gray mi irket steel operators and put 
them out of business. It was therefore relieved to note the firm action 
taken by Commissioner Dunlap in his efforts to correct and improve 
the operations of this most important arm of the Government. 

Copies of the committee’s investigative reports relating to the De- 
troit offices of the Bureau of Internal Revenue were also sent to Rep- 
resentative Cecil R. King, chairman of the subcommittee of the House 
Ways and Means Committee which had been empowered to investigate 
the administration of the internal revenue laws. Your committee felt 
that certain aspects of the information developed by the committee 
staff required further investigation but that they were outside the 
penne of this committee and fell more properly within the 
scope of other investigations being conducted by Congressman King’s 
committee. The reports plus other information relating solely to the 
operations of the Bureau of Internal Revenue were therefore trans- 
mitted to Congressman King for appropriate action. 


Sree, Gray Marker Uncoverep 


By piecing together bits of information received from small-busi- 
ness men in various sections of the country and by persistent digging, 
your committee succeeded in piercing the veil of the steel gray market. 
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Hearings held in Pittsburgh, Chicago, Detroit, and Cleveland in Oc- 
tober, November, and December provided a wealth of information on 
the operations of the steel profiteers.2 In every city, while small- 
business men were testifying to their difficulties in obtaining steel, 
brokers were telling of their operations. Your committee heard the 
brokers speak boastfully of their tremendous profits and fant: istic 
deals. Some referred contemptuously to “gray market operators 
while themselves admitting exorbitant profits. Others told of dummy 
companies, organized specifically to enable them to profit in the gray 
market in steel. The committee even heard bookies-turned-brokers 
tell of their exploits in the get-rich-quick business of gray market 
steel. It was apparent that many of these individuals, with no busi- 
ness assets except a telephone and a desk, had parlayed hard-to-get 
steel into a multimillion-dollar business. 

In Pittsburgh, W. W. Anderson of the Martin-Hardsocg Corp. 
testified that his company, manufacturers of tools for mines, oil wells, 
and other industries, had been in business for 60 years. Martin-Hard- 
scogg needed 300 tons of steel per quarter for operations. They were 
cut to 203 tons for the fourth quarter of 1951 by the National Produc- 
tion Authority. Of this amount they had been able to place only 87 
tons with their regular supplier. While unable to get their needs from 
regular sources, the company had been receiving poste ‘ards and circu- 
lars from self-styled “steel brokers” all over the country offering steel 
for sale. When the company called the brokers to try to fill their 
needs, they found that the prices were so high that the company could 

not afford to pay them and still keep the price of its products under 
the allowed ceiling. The company wanted to bid on Government con- 
tracts but was afraid to do so, being uncertain as to delivery of steel 
from its regular sources and unable to compete successfully with other 
bidders if they had to figure the steel prices asked by the brokers. The 
net result was that as of October 25, 1951, the Martin-Hardsocg Corp. 
was “pract ically closed down.” 

Joseph W. Proie of Jettronaire, Inc., manufacturers of warm-air 
conditioners and heating systems, testified that his company employed 
between 22 and 26 people. After considerable difficulty the company 
succeeded in establishing a mill connection for its steel requirements. 
Their fourth quarter 1951 NPA steel allotment was 150 tons. The 
allotment was cut to 19 tons in the first quarter of 1952. Mr. Proie’s 
partner had made five trips to Washington in an effort to get more 
steel. Unless the company got more steel they would be forced to lay 
off two-thirds of their workers. In the face of all this, the company 
continued to receive announcements from steel brokers offering to 
fill their steel needs—at prices which the company could not afford to 
pay. 

oars Livingston, general manager of the Tygart Stee] Products 
Co., stated he had been in business as operator of a steel warehouse for 
7 years and that he was currently doing an annual gross business of 
between 214 and 3 million dollars. Mr. Livingston denied any con- 
nection with the steel gray market. When asked how he could identify 
a gray market operator he stated, “Usually somebody with a frayed 


2The Enforcement Division of the Office of Price Stabilization rendered valuable assist- 
ance to the members of the committee staff in preparing for the hearings. In particular, 
personnel of the Pittsburgh, Chicago, Detroit, and Cleveland offices of OPS are to be 
commended for their cooperation. 
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shirt and a hole in the toe of his shoe comes in and says, ‘Do you want 
to buy some steel?’” Mr. Livingston testified, however, that on one 
particular transaction he had bought a quantity of steel at $7,079.79 
and had resold the material to various parties for a total of $15,910.18. 

While at Pittsburgh the committee heard the testimony of John E. 
Timberlake, general manager of sales for Jones & Laughlin Steel Co. 
one of the largest steel suppliers in the United States. Mr. Timber- 
lake recounted the efforts of Jones & Laughlin to stamp out the gray 
market in steel: 

Whenever we have found a few tons of J. & L. steel actually bought at black- 
market prices, we have worked unceasingly to develop its source and take 
proper steps to stamp out recurrences. We have for many months warhed our 
customers that if we find them guilty of disposing of our product through the 
gray market or assisting such sellers of steel, we will immediately cancel all 
unshipped orders on our books, regardless of the consequences—consequences 
meaning losses to us—and that we have done. 

Testimony heard elsewhere by the committee indicated that if this 
was the approach of Jones & Laughlin, there was a damaging lack 
of this approach in other quarters. Some suppliers, mills and ware- 
houses alike, frequently exhibited a startling disinterest in the use to 
which their steel was being put. While the committee recognizes the 
problems involved in atte mpting to police the operations of all steel 
users in the country, still it feels that the mills and warehouses are in 
a most advantageous position to curb gray-market operations and 
that they should be alert to the dangers of the gr ay market and 
should do everything within their pewer to stamp it out wherever 
and whenever it appears. 


Tue “Daisy CHAIN” 


During the hearings held in Chicago the committee explored the 
labyrinth of a typical “daisy chain” involving a shipment of 74,780 
pounds of steel. Harry Phillips of the Ohio Valley Tool & Die Co.. 
Steubenville, Ohio, was the first link in the chain. He purchased the 
steel from the Weirton Steel Co. and the Fort Pitt Steel Co. at prices 
ranging between $5.20 and $5.80 a hundredweight. He sold the steel 
to his brother, Matthew Phillips of the M. & E. Co., New Cumberland, 
W. Va., at $7.50 a hundredweight. Matthew sold it to a Pittsburgh 
broker, Isadore Forman, at $10. Forman sold it to the Martin Co. 
of Cleveland at $10.40. The person who bought it for the Martin Co. 
then turned around and sold a portion of the shipment in the name 
of Metal Associates at $10.50 to Emergency Steel Service of Skokie, 
Ill. Emergency finally sold the steel to an end user, the Daisy Manu- 
facturing Co. of Plymouth, Mich., at $10.95 a hundredweight plus 
40 cents in phantom freight charges and “Federal tax.” Metal Asso- 
ciates sold the balance of the shipment to K. & G. Steel of Chicago 
at $11.10 a hundredweight. K. & G. in turn sold it to Aldan Steel 
at $11.95. Aldan sold it to Chevrolet-Indianapolis at $15.45. Thus, 
in one series of deals, the steel was bought and sold by six different 
brokers, and in the other series of deals seven brokers managed to 
take a hand in extending the “daisy chain.” Throughout the transac- 
tions the steel never left Steubenville, Ohio, until it was sold to the 
end users, the Daisy Manufacturing Co. and Chevrolet-Indianapolis. 

Chart I depicts s the price history on these transactions. 
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It was ironical that one of the end users was the Daisy Manufactur- 
ing Co., manufacturers of air rifles, BB shot, and toys. Cass 5. 
Hough, an official of the company, testified that they employed about 
500 people and that approximately 40 percent of the entire population 
of Plymouth, Mich., was dependent upon the company for support. 
He said that two-thirds of the company’s products were made of steel. 
In describing the company’s efforts to obtain steel, Mr. Hough said: 


* * * we are large users of steel for small business. We use between five 
and six thousand tons of sheet steel per year and about an equal quantity of steel 
wire. So we are up in the ten or eleven thousand ton class, which makes us 
a substantial user. Because of that tonnage and because most of the tonnage, 
in fact all of it, is in the various sizes and gages, it is sufficient to go direct 
to the mill to get carload shipments. In the past, everything has been bought 
direct from the mill. 

In the last few years we found that * * * instead of getting 100 percent 
of our tonnage from the mill, or perhaps 95 percent, and 5 percent on pick-up 
here and there for some small emergency, a thousand pounds at a time, we 
have now reached a point where we are getting 65 to 75 percent of our steel from 
warehouses of one sort or another, and the balance of it comes from mills when 
we can get it, even though we are big users of steel, comparatively speaking. 


Questioning of Mr. Hough disclosed that the “warehouses of one 
sort or another” to which he referred were in many instances brokers 
whose only business assets were a telephone and a desk, and that the 
Daisy Manufacturing Co. had paid these brokers as high as 18 to 20 
cents a pound for 5-cent steel. 

The impact of the steel shortage on a small business was brought out 
during the following testimony of Mr. Hough: 


Senator Moopy. And what has been the action of NPA, if anything, regarding 
your business? 

Mr. Hoveu. Well, we have been reduced in steel tonnage on our guns by 
NPA’s first restrictive order on the use of sheet steel for guns, which came 
out for the fourth quarter of this year. Prior to that we could get no allo- 
cation of steel, but we were allowed to use whatever we could get our hands on 

The fourth quarter of this year we were allowed to manufacture only 58 
percent of our base period, which we chose as the third quarter of the year 
1949, being given that opportunity to choose. 

Senator Moopy. You were not, of course, given the steel to manufacture that 
amount. 

Mr. Hoven. We were given a hunting license for 58 percent. 

Senator Moopy. In other words, when you are told you can manufacture 
58 percent of your base period, that does not mean that you get the steel. 
You have to get out and find your own steel? 

Mr. Hovueu. It certainly means that we cannot process through our plant 
more than 58 percent of our base period, if we can get the steel. 

Senator Moopy. And if you cannot get the steel you cannot do that much, is 
that correct? 

Mr. HoueH. That is correct. If we depended on the mills, Senator, for the 
fourth quarter of this year, we would have been able to manufacture around 
12 to 14 percent of our capacity. 

Senator Moopy. How many people would that have thrown out of work in 
Plymouth? 

Mr. Hoven. It would have thrown 500 directly out of work in our place. 
We could not run our plant on a 10 or 12 percent capacity basis. It is too 
highly geared to reduce it to that small percentage. 

Senator Moopy. So if you had to depend on the amount of steel that you 
got from steel mills directly, and outside of the gray market, you would have 
had to shut your plant down? 

Mr. HovuaH. Yes, sir. * * * 

Senator Moopy. So if you are going to get enough steel to operate, you have 
no alternative but to go and buy it from what is called the gray market, is 
that correct? 
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Mr. Houeu. That is right, for the bulk of our steel. * * * 

Senator Moopy. Have you had to raise your prices, Mr. Hough? 

Mr. HouGuH. Yes, sir. 

Senator Moopy. Was that due, in part, to the steel price? 

Mr. HovueH. Well, in part, yes, sir, 60 percent of all our material costs in any 
one of our products, on the average, is steel * * *, 

The greed and audacity of gray market steel operators was clearly 
shown when Mr. Hough was questioned specifically concerning his 
company’s purchase of the 35,290 pounds of steel from the Emergency 
Steel Service C orp. of Skokie, Ill. Records produced by Mr. Hough 
on this transaction showed that the Daisy Manufacturing Co. paid 
$10.50 per hundredweight for the steel. The total invoice included 
an added charge for freight from LaCrosse, Wis., to Plymouth, Mich., 
and a 3 percent Federal tax, presumably for transportation. The 
added charges brought the hundredweight cost of the steel to $11.35 
The steel had never been in LaCrosse, Wis. It had never left Steuben 
ville, Ohio, until sold to the Daisy Manufacturing Co. and trans 
ported by truck from Steubenville to Plymouth, Mich. 

Sevmour Waldman, head of Emergency Steel Service, readily ad- 
mitted adding the phantom freight charge and the tax on the sale to 
the Daisy Manufacturing Co. He stated that the advantages of this 
device were twofold: 

One is that we conceal the point of origin which naturally we are interested 
in doing, since we want to service the Daisv Manufacturing Co. oe 

Secondly, aside from the point of concealing the item, * * * it does allow 
us to make our customary 10 percent. Now were we to raise the price of the 
item, price to the buyer, we believe psychologically that the price being higher 
his chance of buying the steel is greater if he is quoted a lower price, and a more 


distant f. o. b. point. It is just a psychological sales technique. 
As for pes 5-percent Federal tax, Mr. Waldman stated that he added 
it to the voice in order to make the freieht charge appear “more 


tae 

Seymour Waldman’s account of his background and methods of 
operation provided the committee with a case history that paralleled 
the success stories of numerous other gray market steel operators 
quest tioned during the course of the hearings. Prior to World War II 
Waldman was attending Northwestern University and working part 
time ina Chicago mail order house. Following his discharge from 
the Army in 1946, Waldman testified : 


I investigated the possibilities of buying surplus materials from the Govern 


ent, and I found that steel was an item which was in demand, and an item 
Which too many of the veterans did not know much about I studied the mar 
ket s best I could and started to place orders with the Federal Government 


That is how I started in business. 


Waldman testified that his original investment in the business was 
S$1.500 and that he expected to net $280,000 in 1951 on a gross of 
$7,000,000. He spoke of the heay y expenses of doing business, pi artic 
ularly the monthly telephone bill of $4,000, but conceded that in spite 
of this “I am very happy with what we have done.’ 

This modern Horatio Alger objected to the use of the term “gray- 
market steel” with reference to his business. He preferred to call it 
“premium steel,” as do prominent end users who patronize the gray 
market. Waldman admitted that 50 percent or more of his business 
involved the handling of “premium steel.” 
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The questioning of Waldman continued: 

Senator Moopy. I think the distinction between black-market steel and gray- 
market steel is that black-market steel involves violation of the law, and gray- 
market steel is simply steel that is marked up, as this was marked up, over a 
series of handlings, without any violation of the law. 

Mr. WALDMAN. Well, by implication I would assume you mean, then, that 
there is some immoral deed being transacted if steel is sold at a profit, and I 
would not agree with that. 

Senator Moopy. I do not think that it is economically sound to move steel 
through the hands of six different people between the plant and the end user 
at a time when every effort is being made that can be made to hold prices down 
to prevent inflation, and when small-business men in some cases are being driven 
to the wall because they cannot get their material at a price where they can 
process it and stay in business. 

[am not speaking of your own morals. I am simply saying that as a general 
thing this practice which has grown up is uneconomic, and I believe repre- 
hensible ~ 3 

Small manufacturing concerns have no monopoly on materials 
shortages. Big business has its problems too. Some of the ¢ ciants of 
American industry are customers of the gray mi: arkets. Your com- 
mittee was reminded of this fact during its inquiry into the ‘gray mar- 
ket in nickel when it was discovered that the Gene v al Eleetrie Co. had 
been paying S4.50 a pound for nickel anodes whic h sold ree nor- 
mal sources at around 67 cents a pound. In fact, it was found that 
large concerns, being better able to absorb the added cost ot ah Occa- 
sional fling in the gray market, were competing with small companies 
for the scarce materials and were thus further inflating the profits 
of the gray market operators. 

This situation was encountered again at Chicago. It was shown 
that 39,490 pounds of the same 74,780-pound steel shipment originating 
at Steubenville, Ohio, finally found its way to Chevrolet-Indianapolis, 
a manufacturing plant of the Chevrolet Division of General Motors 
Corp. But, while the Daisy Manufacturing Co. paid $11.55 per 
hundredweight for its steel, including the phantom freight charge 
and the “Federal tax,” Chevrolet paid $15.45 per hundredweight for 
its share of the shipment. 

Lester J. Carlen, purchasing agent for Chevrolet-Indianapolis, 
testified that his plant had placed 78 orders for a total of 4,129 tons 
of steel of various sizes at prices ranging from 36.5715 to S18.45 per 
hundredweight during a 4-month period in 1951. He pointed out that 
the company had to go outside normal channels frequently in order 
to get steel which their normal suppliers could not Feviviol. The 
alternative would have been shut-downs and lay-offs. When Mr. 
Carlen was advised that he might have purchased the $15.45 steel at 
$10 through another broker, he said merely : 

It has been an education here today. I can assure you of that. * * * 


Mr. Carlen was of the opinion that the Aldan Steel Co. of Chicago, 
the concern that sold the $15.45 steel to Chevrolet, was an established 
concern maintaming a steel warehouse. Daniel D. Isaacson, propri- 
etor of the Aldan Steel Co., testified that Aldan did not own a ware- 
house, that it subcontracted any work to be done on steel, that Aldan 
was established in 1951 as an outgrowth of another steel business, 
that it paid K. & G, Sales Co. $11.95 a hundredweight for the steel i 
sold to Chevrolet at $15.45 and that Aldan never took physical ae 
sion of the steel but had it shipped direct from Steubenville, Ohio, to 
Chevrolet-Indianapolis. 











12 GRAY MARKET IN STEEL 


Milton Karn of K. & G. Steel Sales Co., Chicago, testified that he 
was in the business of buying and selling steel and that his principal 
sources and customers were in the same business. He testified that 

“probably 20 or 25 percent” of his sales in steel were to end users. 
Mr. Karn said he did not own a warehouse, that ordinarily he did 
not buy steel until he had a customer ready to buy it from him, but 
that he did from time to time rent space in a public ree to 
Inventory steel, He was quic k to point out, however, that “for the 
most part we sell it very fast. 

Exploration of other links in the “daisy chain” disclosed some 
interesting relationships which cast additional light on the operations 
of the steel gray market. Harry H. Phillips, of the Ohio Valley Tool 
& Die Co., Steubenville, Ohio, testified that his company mi inufac- 
tured tools, dies, jigs, and fixtures and that it was also engaged in the 
business of buying and selling steel. Mr. P hillips stated that his steel 
suppliers included Wheeling Steel, Weirton Steel, and Sharon Steel 
ind that his company handled around 12,000 or 13,000 tons of steel 
a month. Of this amount the company resold approximately 250 or 
300 tons a month. Among his steel customers he listed his brother, 
Matthew Phillips, the head ot tWo conipanlt S, ohe a& me | i | reese ing 
business and the other a firm through which M: atthe w functioned 
solely as a steel broker. It was through the M. & E. Ce., the steel 
brokerage business, that Matthew Phillips passed on to Isadore For- 
man, a Pittsburgh steel broker, the steel which he had purchased from 
his brother, Harry Phillips. 

Isadore Forman proved to be a frank and illuminating witness. 
He stated that he had formerly been in the contracting business but 
that he had gone into the steel business about a year or 15 months 
ago. From the record: 

Senator Moopy. How did you happen to get into it? 

Mr. ForMAN. Well, I was a finder of materials hard to get. 

Senator Moopy. I see. In other words, you heard that steel was scarce and 
expensive and so you went out and decided to get steel and sell it to other people 
at a profit, is that right? 

Mr. ForMAN. Yes, sir; that is right. 

Mr. Forman testified that he did not have a warehouse. Neither 
did he have any mill or warehouse sources for his steel. He testified 
that his sole source for steel was the M. & E. Co. When asked if he 
was a friend of anyone in that company, Mr. Forman replied that he 
was “a friend of the family.” He state 1d that he had sold steel as prices 
as high as 17 cents a pound but when asked what the mill price would 
be on that steel he said, “I wouldn’t know. I have never dealt with 
the mills.” 

Mr. Forman did not allow Government regulations to interfere with 
his business. Also from the record: 

Mr. Lone. Have you ever prepared your ceiling chart as required by the Office 
of Price Stabilization regulations? 

Mr. ForMAN. No, sir. 

Mr. Lone. You don’t have a ceiling price? 

Mr. ForMAN. No; I have no warehouse either. 

Mr. Lone. You don’t know what price you can legally charge for steel, do you? 

Mr. ForMAN. Well, when they start talking about filling out forms and stuff for 
a ceiling price, I am not in the steel business. 

Mr. Lone. You are in the steel business, Mr. Forman. 

Mr. ForMAN. I mean temporarily, I just discontinued my operations, Mr. Long. 


y 
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Mr. Lone. You mean when they come around asking about steel you are a 
contractor, and when they come around asking about contracting you are a steel 
broker? 

Mr. ForMAN. At present I am a contractor. 

Mr. Forman was unable to say how much steel he had sold in 1951 
but he estimated his sales at somewhere between 200 and 300 tons at 
profits ranging between 1 and 3 cents a pound. 

The two remaining links in the chain, the Martin Co. and Metal Asso- 
ciates, both of Cleveland, were shown to be of common ownership. 
They were also steel brokers with no warehouses. Neither company 
ever took physical possession of the steel that eventually found its way 
to the Daisy Manufacturing Co. and Chevrolet- Indian: ee It was 
shown, in fact, that the man who did the purchasing for the Martin 
Co., Jay Friedman, also did the selling for Metal Associates. 

Martin J. Kutz, head of the Martin Co., testified that the Martin Co. 
had been engaged in manufacturing operations but that it had become 
involved in financial difficulties. In order to revive the con ipany, Mr. 
Kutz entered into an arrangement with Metal Associates where by the 
Martin Co. carried through its books the metal transactions actually 
handled by Metal Associates. This enabled the Martin Co. to show 
that it had working capital. From the record— 

Mr. Kurz. We did not have enough working capital. There were obligations 
when Metal Associates came in there that were past due, obligations that had 
to be taken care of. 

Senator Moopy. And you used some of the money that was involved in this 
deal to take care of those, and used it as working capital? 

Mr. Kutz. * * * It gave us a lift. 

Senator Moopy. It not only gave you profit, but it gave you a lift in providing 
additional operating cash at the moment you needed it, is that right? 

Mr. Kutz. That was the purpose, to put us back on our feet, * * * 

Senator Moopy. You did, however, mark up the steel that moved through you? 

Mr. Kutz. That is right. 

Senator Moopy. So that the steel that started out for $5.20 at the Weirton Steel 
Co., and is as yet several steps away from its end user, is now selling of $10.40, 
which is exactly double. It has now passed through four hands and is now 
going intoits fifth hand * * *., 

So far as I can see, this happened without any economic function being 
performed by these various people through whom the steel passes. 

Mr. Kurz. In our particular case there was. 

Senator Moopy. What was that economic function ? 

Mr. Kutz. To put us on our feet, our own family function; yes. 

Senator Moopy. Well, it certainly helped you, * * * but it did not help 
the Daisy Manufacturing Co. that had to pay the top price for the steel when 
they finally got the steel ; isn’t that right? 

Mr. Kutz. That is right. 

Thus was established a case history on one shipment of steel in 
its tortuous meanderings from mill to end user. It was just one of 
many discovered by the staff in its preparations for the Chicago 
hearings. Chart II shows a representative number of other trans- 
actions traced by the staff through the same brokers. 














































































wd 
L as Ik 
VINIDUIA *ATITIANSANA 
4 QiuvT¥adino *OD AId ¥ I00 
sg °99 “SF 
— 
2 
if 
e 
< LM 0S°8$ LM 
= 0S° HTS LM 00°6$ *OIHO og*’s$ = O2°S$ 
* NNG VINIDUIA LSai *ATILANSGASLS THSLS LLId Lua 
~ HOUNES LLId ANVIUDZDIND MEM f°0O AIG ¥% TOOL xO 
< NVAWOA *I "00 “Gd » oH KATIVA OHO S _NOLYI 
z 















LM 05°8% 





rysnap 
AASUUNY 





og*s$ - O2°S? 





IuLoagTaA Xad LMO 0S °6$ OIHO 
riatnuT - bemrarautangT core * hie 
VINIOUIA @ATTIIONFHNAaLs THaLS LLId LYOd 





TwrrurgansaA4 
INV Loam b) 





yO 
POD Taais NOLYIAM 





°OD ZId ¥ T00a 


AGTTVA OIHO 















LM) 00°S$ 
*OIHO 
*ATIIANSGNALS 
°OD AId ¥ I00L 
KATIVA OIHO 









LMO 
S = 02°S 
S LlIld Lud 
HO 
NOLYT 












POD TaaLs 





14 





°Sa7 
0096¢ 
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Tue Leak In THE DAM 


The testimony heard by the committee in Detroit added an even 
more fantastic chapter to the story unfolded at Chicago. There were 
small-business men telling of their inability to get steel and more 
brokers telling of the rich profits to be reaped in the field of gray-mar- 
ket steel. There was evidence of the regional tie-ups of steel brokers, 
patterns of transactions where the same brokers passed steel back 
and forth from one city to another at ever-increasing prices. The 
committee heard testimony from bookies-turned-brokers and from 
housewives who did not even know they were in the steel business, 
although official records listed them as heads of steel companies. 

In opening the Detroit hearings, the chairman of the subcommittee 
said: 

Information received from small-business men throughout the country and 
inquiries conducted by members of our staff have disclosed that a large amount 
of high-priced steel and other metals is being distributed through steel brokers 
in the Detroit area. The purpose of today’s hearing is to examine the process 
by which steel escapes from normal channels of distribution and to explore 
the possibility of reducing this type of activity to an absolute minimum. ae 

Our primary objective in these hearings is to eliminate the system whereby 
low-cost steel escapes from normal channels of distribution and winds up as 
high-priced steel which small-business men are unable to buy. 

Officials of Trugas Constructors, Inc., a Detroit concern engaged 
in the construction of propane and butane gas plants, testified that 
their company currently had $600,000 worth of orders on its books. 
Of this amount, approximately $200,000 represented the base cost 
of fabricated steel tanks. The witnesses testified that due to the 
inability of their supplier to get the steel necessary to build the tanks, 
Trugas had recently been forced to file a petition in bankruptey. 
The witnesses stated that they had made every effort themselves to 


vet steel for their fahry ator but that they had been unable te do 
SO through normal channels, They had been approached by brokers 


offering them steel at double the warehouse price. Neither Trugas 
hor the tank fabricator w as able to buv the steel at the inflated price 
since It would inerease the cost of the tank to the point where they 


would price themselves out of the market on their product and services 


Evidence of a leak in. the normal svstem of steel distribut a was 
brought to lieht in the testimony of H irry W. Liebergott. head of 
the Livernois Tank Co. of Detroit. Mr. Liebergott stated that he 


was engaged in the manufacture of steel tanks but that 80 percent 
of his business actually consisted of buying and selling steel. The 
witness was reluctant to name his suppliers on the ground that thei 
identity was a secret of his business. When asked specifically 
whether he had dealt with other brokers encountered elsewhere by 
the committee, Mr. Liebergott replied in the affirmative. He admitted 
that he was transferring considerable quantities of steel out of the 
Detroit area, where numerous small-business men were in desperate 
need of steel, to brokers in other cities. He said that he had handled 
seven or eight thousand tons of steel thus far in 1951, although he had 
no warehouse and very seldom saw the steel he was buying and selling. 

Mr. Liebergott testified that his average mark-up or profit margin 
on steel sales was 5.3 percent. He was then questioned concerning a 
transaction wherein he purchased 13,500 pounds of steel from Pro 
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duction Steel Coil, Inc., a large Detroit steel warehouse, at $7.25 per 
hundredweight. The day followi ing this purchase Liebergott sold the 
same shipme: nt to a Chicago broker, Howard Steel Co., at $14 a hun- 


dredweight. 


The witness protested that this transaction was “not rep- 


resentative” of his business, that it was “a very small part.” He ad- 
mitted, however, that he had sold other lots of steel at prices as high as 
$19.25 a hundredweight. 

Investigation conducted by members of the committee staff dis- 
closed that the steel which Mr. Liebergott sold to the Howard Steel 
Co. at $14 a hundredweight ultimately went to an end user in Chi- 
cago at $17.50. Chart I11 shows the price history on this shipment. 





CHART III 


LIVERNOIS TANK CO. 
PRICE HISTORY OF 13,050 POUNDS OF STEEL 
MARCH, 1951 
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DUBL-L THEN RESOLD TO PORAY,INC., 
THE FINAL USER OF THE STEEL. 


The committee was interested in determining why Production Steel 


Coil, Ine., 


had sold steel to Harry W. Liebergott. The committee 


knew that Production was one of the largest and most modern steel 
warehouses in the Detroit area. The supposition was that a concern 
of that nature would not risk its investment and good will by allow- 
ing steel to escape into the gray market. Maxwell Jospey, president 
of Production Steel Coil, Inc., testified that his company sold only 
to end users and that none of their steel went through brokers. When 
asked if he was aware of the fact the Livernois Tank es one of 
Production’s customers, was engaged 80 percent in the business of 
buying and selling steel, Mr. Jospey replied that he was not. He 


stated that 


the material sold to Livernois Tank was material de- 


signed for the fabrication of tanks and that his company had no 
reason to believe that it would be put to any other use. He pointed 
out that Production was “very careful to see that steel that we sell 
is sold just to those people that are end users,” adding that Production 
took these precautions because their own suppliers, the mills, would 
not be “interested in supplying us with material” if they knew that 
it was being put to improper use. 

Mr. Jospey § said that his company was “very embarrassed” by the 
committee's disclosure of the operations of the Livernois Tank Co. 
Information developed later in the Detroit hearings with respect 
to the Oakman Manufacturing Co. disclosed a similar situation 
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where persons in the manufacturing business were obtaining steel 
from a number of mills and warehouses, including Production Steel 
Coil, Inc., and were selling considerable quantities of the steel in 
gray-market channels. It was apparent to your committee, despite 
Mr. Jospey’s protestations of concern over the gray market in steel, 
that his company’s means of checking on its customers must be woe- 
fully inadequate. It was apparent that a company such as Produe- 
tion, being in a position to control a substantial portion of the dis- 
tribution of steel in the Detroit avea, was in need of more aggressive 
action if the leaks in the system of steel distribution were to be 
plugged. 


“T Reruse To ANSWER 


The story of the organization and operation of the Oakman Manu 
facturing Co, provided perhaps the most startling evidence of the 
clandestine W avs of gray market steel operators Nathan and Harry 
Freedland, the two brothers who own and oper: ite the company, te sti- 
fied that they make a etal stampings for a number of major manu 
facturers including Chrysler, United States Rubber, and Kaise1 
Frazer. They stated that their contract with C hrysler yields “about 33 
or 4 million dollars” annually. The company makes bumper guards 
and other automobile accessories for Chrysler. 

The Freedland brothers conceded that metal st: unpings were not 
their only business. They stated that their operations were split 

“roughly five to three, five in stampings and three in other business.’ 
It deve ‘loped that their “other business” was largely the purchase and 
sale of steel in the gray market. The V estimated t hs at their combined 
ope ‘rations would gross about $8,000,000 in 1951 and would net the 
Freedland brothers approximately $270,000, 

The brothers testified that the »y Sti arted in business in 1946. When 
questioned as to their business activities before that date, both refused 
to answer. When asked specifically if they had ever operated hand- 
books, both declined to answer on the ground their answers might 
incriminate them. Police files showed arrest records for both Nathan 
and Harry I* reedh: und on ¢ hi arges ot oper iting’ h: indbooks. 

An analysis of the operations of the Oakman Manufacturing Co. 
disclosed that it was receiving steel, presumably for its metal stamp 
ings, from some of the largest mills and warehouses in the Detroit 
area including Great Lakes Steel, Detroit Steel, Sharon Steel, and 
Production Steel Coil, Inc. Oakman purchased the bulk of this steel 
at prices ranging around $7 a hundredweight. The same steel was 
being resold by Oakman through dummy companies to end users at 
prices ranging as high as 818.75 a hundredweight. The end users 
included the € hrysler Corp. and the Hudson Motor Car Co. Chart 
LV outlines these operations. 

The Freedland brothers readily admitted that they carmed on their 
gray-market steel operations through two dummy companies, L. & M. 
Steel and Clements Steel. From the record— 

Senator Moopy. How much steel do you sell to the Clements Steel Co.? 

Mr. NATHAN FREEDLAND. Well, all the steel we sell. We sell all our steel at 
mill price through Oakman trade deat. 


Senator Moopy. In other words, Qakman itself does not sell steel at an advanced 
price, but Clements and L. & M. Steel Co. do; is that right? 











STEEL 


MARKET IN 


GRAY 





96281 01 Gz IV 
IS-I-¢ JONIS 
‘$87 000‘806‘Z 
“ON! “OO 1331S 
TION AZNGIS 


sz 981 1V 9G2 21 OL 9S2Z IV 
1S-I-¢ JONIS 

"$87 000d ‘9 
09 1331S ¥ GNVA 


1S-I-1 JONIS 
$87 000 20S‘! 

‘OO “VO 
YOLOW NOSGNH 


9S2 O1 9S'S IV 
IS-I-€ BONIS 
‘$81 000‘SbS 
09 1331S 
YOOVSSVEWYV 


9S22 OL G22 LV 
1S-1-O1 JONIS 
‘$81 000'ZZI 
'dHOO Y3ISAYHO 





‘(09 SNIYNLOVIANNVW 


@71 Y3d ¢S2'¢ IV 
dvyo0S $871000‘08! 


‘OO 
ALNV109 NVWY3H 





‘$81 000'p8 ‘2 
IS-I-1 BONIS 
1104130 
*o9 
1331S SiN3W319 
GNV ‘09 
7331S WONV 1 


AI 1avHoO 


‘O93W NVWXVO 


9S1601 9o'S IV 
IS-I-€ JONIS 
‘$81 000‘Slb‘¢ 
NOILVYOdHOD 
4374S -yYaSIV 


9S2°8 O1 9S¢b'91V 
IS-!-9 JONIS 

"$871 000‘SOE Y3AO 
ON! 1109 

1331S NOILONGOYd 


99°9 iV 

1104130 IS-I-€ BONIS 
“09 $87 0000062 ¥3A0 
NOILVYOdHOD 
7331S 1104130 





96'9 1V 
IS-I-t~ JONIS 


$871 000‘008 Y3A0 
00 1331S NOYVHS 





9S2'6 OL 91'S IV 


IS-I-€ BONIS 
NV 4 VO ‘$87 000‘000'2 4¥3A0 


NOI LvuOdHOS 
7331S S34V71 1V3u9 








GRAY MARKET IN STEEL 19 


Mr. NATHAN FREEDLAND. That is correct. 

Senator Moopy. What is the reason for that? 

Mr. NATHAN FREEDLAND. * * * We don’t have any history with any mills, 
and we have difliculty in getting our steel. Now, if we’re known as selling steel, 
we probably get cut off in no time flat. 

Senator Moopy. I see. So that nobody will know you are selling steel, you 
had these friends of yours form the companies; is that correct? 

Mr. NATHAN FREEDLAND. That is correct. 

Senator Moopy. What function do they perform? 

Mr. NATHAN FREEDLAND. None whatever. 

Senator Moopy. None whatever? 

Mr. NATHAN FREEDLAND. They get—well, we might call it a commission for 
using their name. We can’t lend our name to that, and we hope to stay in busi- 
ness in the future in the stamping business. 

The L. & M. Steel Co. was named for Louis and Mary Labovitz, 
who were shown to be related through marriage to the Freedland 
brothers. Louis Labovitz testified that he received $35,000 a year for 
receiving checks and other mail at his home. He carried this material 
to the offices of the Oakman Manufacturing Co. where Max Derin, 
purchasing agent for Oakman, kept all the records for L. & M. 

Mr. Labovitz testified that he started the L. & M. Steel Co. in 1949 
when Nathan Freedland “told me to get a company.” When asked 
what he had done prior to 1949, Labovitz replied, “I refuse to answer, 
on the grounds it may incriminate me.” 

Mrs. Yetta Dubin, nominal head of the Clements Steel Co.. ex- 
hibited a surprising lack of knowledge of the steel business. From 
the record— 

Senator Moopy. Will you give your address and business, Mrs. Dublin, please? 

Mrs. Dupin. My address is 2654 Clements, and I'm a housewife. 

Senator Moopy. You are a housewife? 

Mrs. DusIn. Yes 

Senator Moopy. Is that your only business? 

Mrs. DuBIN. Well, I'm a selling agency. 

Senator Moopy. What do you sell? 

Mrs. DuBIn. Well, that I don’t know. * * * 

Senator Moopy. You don’t know what your company deals in, is that correct? 

Mrs. Dupin. I imagine it’s steel, it is the Clements Steel Co. I don't 
know. 

Mrs. Dubin identified the Clements Steel Co. as “a selling agency 
for the Oakman” and stated that she was a sister-in-law to Nathan 
Freedland. She said that she was paid $100 a month for signing 
checks in the name of the Clements Steel Co. She also received mail 
addressed to the company at her home and delivered this mail 
unopened to Max Derin at the Oakman Manufacturing Co. 

Testimony of other witnesses disclosed that the steel passing 
through the L & M Steel Co. and the Clements Steel Co. went princi- 
pally to the Ambassador Steel Co. or the V. & R. Steel Co. 

Hyman Freedland. head of Ambassador Steel, stated that he was 
a brother of Nathan and Harry Freedland and that he did a monthly 
business of approximately $35,000 in buying and selling steel. Hy- 
man could not identify any of the nominal officers of the L. & M. 
Steel Co. or the Clements Steel Co. He said that his brothers at the 
Oakman Manufacturing Co. handled all the details on steel coming 
to him through L. & M. and Clements. 

Victor Rothberg, owner of the V. & R. Steel Co., testified that he 
conducted his business from his home. He was uncertain as to the 
amount of steel he had handled in the past year. Committee records 
indicated that Rothberg had sold 3,000 tons since March 1951. When 
asked if this was a fair estimate, Rothberg replied that it was not, 
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that he had “handled more than that.” He admitted selling steel at 
$19.50 per hundredweight and said that he sold only to other brokers. 
From the record 

Mr. Noone. Where do you store your steel? 

Mr. RorupBerc. I don’t store it except sometimes when I buy steel from other 
people and I have to. IT only buy it when I have got it sold. 

Senator Moopy. Ordinarily you never buy any steel until you have already 
sold it, so you have a sure thing when you buy it at a lower price, is that it? 

Mr. Roruserc, Naturally. 

Mr. Rothberg testified that he had been in the steel business for 13 
or 14 months. Further from the record 

Senator Moopy. What was your business before that? 

Mr. RorHeerG. Oh, I had been in the theater business, furniture business, I 
own part of a hotel. 

Senator Moopy. Did you ever operate a bookmaking establishment? 

Mr. Rornserc. I refuse to answer that question, 

Senator Moopy. Why do you refuse to answer that question? 

Mr. Rorueerc. On the ground it may incriminate me in State and Federal 
law. 

Police records showed that Rothberg had been arrested for operat- 
Ing handbooks. 

Representatives of the steel mills and warehouses that had been 
supplying steel to the Freedland brothers were questioned as to their 
policies with respect to the gray market in steel. While all expressed 
concern over the situation and said that the y would sell only to end 
users, it was apparent to the committee that the mills and warehouses 
selling to Oakman were extremely negligent in failing to recognize 
the true nature of the company’s operations. 


Copper TRADED FOR STEEL 


Another source of gray-market steel was uncovered during the 
Detroit hearings when the committee heard testimony relative to the 
operations of the Zack Metal Co., a Detroit concern dealing in all 
kinds of metals. Eugene Zack, vice president of the company, testi- 
fied that ge Metal did an annual business of approximately $10,- 
000,000 in buying and selling metals. He stated that the company 
oper: ia an oflice in Paris and formerly had one in Tokyo. He stated 
that the company has dealt in various commodities in the past. He 
told of a transaction in which he participated following World War 
II when another company, with which he and his father were affil- 
iated, bought all the surplus nuts and bolts held by the Government. 
Among the material they received was some surplus from the Civil 
War. The company netted approximately $3,000,000 on the resale of 
the surplus nuts and bolts. 

Mr. Zack was questioned specifically concerning a transaction 
wherein Zack Metal sold 200 tons of copper to the Kaiser-Frazer Corp. 
early in 1951 at 24.5 cents a pound, the regular producer’s price. Zack 
had to pay prices ranging between 40 cents and 50 cents a pound in 
order to ¢ omple te the order. The company stood a loss of approxi- 
mately $104,000 on this phase of the transaction. But in exchange 
for the copper, Kaiser-Frazer sold Zack 1,500 tons of steel at 10 cents 
a pound, the cost to Kaiser-Frazer. Zack then resold the steel to four 
different Detroit steel brokers at prices ranging from 18 cents to 1814 
cents a pound, Zack thereby recouped the “loss” on the copper pur- 
chases and netted approximately $163,000 on the entire transaction. 
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The steel which Zack resold at 18 cents and 181% cents was stated to be 

worth approximately 5 cents at a mill. Officials of Kaiser-Frazer 

testified that they traded steel for the copper because tie vy had “more 

steel than money” at the time and were badly in need of the copper for 

radiators for the new Henry J. automobile. 

Chart V sets forth the price history on the resale of the steel pur- 

chased by Zack from Kaiser-Frazer. 


CHART V 
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The brokers who purchased the steel from Zack told of “swap 
deals” which they themselves had consummated. Harold S. Mahler, 
another steel broker with no business assets except a desk and a tele 
phone, told of trading various kinds of steel with the Briggs Manu- 
facturing Co., makers of automobile bodies. Mr. Mahler exhibited 
a unique sensitivity to gray market prices, particularly when he was 
dealing with a company such as Briggs. From the record- 

Mr. Maurer. I sell to brokers and manufacturers. Since highest prices have 
come into effect, I have sold 90 percent to brokers or warehouses. Primarily I 
have been in the business a long time. * * Certain customers of mine, I 
don’t have the nerve to ask for the high prices. 

Senator Moopy. Who are they? 

Mr. MAnter. Briggs Manufacturing. 

Senator Moopy. You don’t have the nerve to ask them 18% cents 

Mr. MAnHLER. No. 

Senator Moopy. Why would you have the nerve to ask one customer and not 
another? 

Mr. MAnHLER. AS a matter of survival. 

Senator Moopy. Whose survival? 

Mr. MAnLeER. Mine. 


Mr. Mahler testified, however, that he had charged others as high 
as $18.50 per hundredweight for steel and that his gross on steel sales 
during the past year had been $1,400,000. 

The senseless “deals” so common to the steel gray market were il- 
lustrated by Mr. Mahler. He stated that he resold some of the Zack 
steel to the Kalden Sheet Steel Corp. for $18.50 per hundredweight. 
Kalden had already purchased some of the same steel direct from Zack 
at $18.25. It was shown also that the Motor Metal Manufacturing Co.. 
an end user, purchased quantities of the Zack Steel from two different 
brokers at different prices. 


s 
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Additional evidence of the profits to be reaped in the field of gray 
market steel was furnished by officials of the Kalden Sheet Steel Corp. 
They testified that they began their business as a partnership in 1945 
with $15,000 invested capital. They now do an annual gross business 
of approximately $11,000,000. The company operates a warehouse, 
but two-thirds of the steel the ‘vy buy and sell never goes through their 
warehouse. They hi " resold $5 steel at ” ices as high as $23. 

‘The hearings held | 'y the committee in Cleveland added further 
data on the operations of the steel gray shed. Names of steel bro- 
kers encountered in other cities cropped up again in Cleveland. The 
pattern of their operations was unchanged. Donald Marks, a young 
Harvard graduate who started in the steel brokerage business in 1948, 
described his operations: 

I gener: ally call on the telephone. I spend $5,000 a year on the tele- 
phone * * * JT used to be on the phone 50, 60 calls a day, just like a machine 
long-distance * * *, Every day I sit at my desk, spending long hours, if 
I may say so. I get up at 6:40 in the morning and leave at 7, 8 o’clock at night; 
and I just sit like a machine, four telephones, and keep calling. 

In exchange for this effort, Mr. Marks nets approximately $30,000 a 
year, on a gross business of $300,000. He stated that he has no ware- 
house, neither does he have mill or warehouse sources for his steel. 
He buys from other brokers. 

Charts VI, VII, and VIII show some of the gray market steel trans- 
actions examined by the committee at Cleveland, 

Lester Wien, head of the Reserve Steel Co., testified that he han- 
dled steel and other metals, that he sold approximately 1.500 tons of 
steel during the past year, all of which he had bonght from other 
brokers. His highest selling price was $20 per hundredweight. 


CHART VI 
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CHartT VII 
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Albert Singer, president of the Singer Steel Co., stated that he 
operates a steel warehouse and obtains ‘his steel from established 
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mills and warehouses. He stated that he sells nearly all of his steel to 
end users. Under questioning he admitted that he sells some of his 
steel to the Manchester Steel Co. which is operated by his brother, 
Jerome Singer. Jerome has a desk and a telephone in his attorney’s 
office. With no other business assets, Jerome sold approximately 
$500,000 worth of steel in 1951. 

Other family relationships were uncovered in the examination of 
the operations of the Sterling Steel Co. The two owners of the Leader 
Steel Co. were shown to be the sons-in-laws of the two partners of 
the Sterling Steel Co. Neither company operates a warehouse. The 
partners of the Leader Steel Co. conceded that the *y acted as “mid- 
dlemen between middlemen,” buying and selling with other brokers 
for an annual gross of approximately $800,000. 


REGULATIONS GOVERNING STEEL 


It became apparent to your committee early in its inquiry that regu- 
lations issued by the Oftice of Price Stabilization were ineffective in- 
struments for controlling the gray market in steel. The general ceiling 
price regulation fixed steel prices for warehousemen and brokers at the 
highest prices at which they sold steel during the base period, namely 
from December 19, 1950, to January 25, 1951. The gray market in steel 
was flourishing during that period, so the regulation did little to elim- 
inate high prices. 

In addition, under Supplementary Regulation 29 to GCPR, effec- 
tive May 29, 1951, a reseller was entitled to raise his ceiling price to 
allow for any increased costs incurred by him up to May 28,1951. For 
example, if a broker had been buying steel for 15 cents and selling 
it at 18 cents, and the cost of the steel had increased to 17 cents, he 
could adjust his ceiling price to 20 cents to cover the increased cost. 
The supplementary regulation thus served to inflate rather than deflate 
the price of gray-market steel. 

Your committee recognized the need for a much more stringent 
control on steel prices. Repeatedly the chairman of the subcommittee 
called attention to the loose regul: ations and the need for more effec- 
tive controls. 

On November 29, 1951, during the course of the committee's hearings 
in Detroit, OPS announced the issuance of Ceiling Price Regulation 
98 to govern resellers of iron and steel products. The regulation be- 
came effective December 16. Briefly it is designed to establish re- 
sellers’ ceiling prices at normal levels of distribution and thus prevent 
gray-market operations, maldistribution, and the pyramiding of prices 
and mark-ups through multiple sales, finder’s fees, and other devious 
methods of selling through other than normal channels of distribution. 

‘he regulation seeks to achieve this end by fixing over-all percentage 
mark-ups which limit the increase in the price of steel regardless of 
the number of hands through which it passes. For example, 18-gage 
steel selling at a mill for $5 a hundredweight cannot be resold by a 
broker for more than $6, or 20 percent above the mill price, regardless 
of the number of intermediate sales. 

Your committee is of the opinion that the new regulation should go 
far in removing the reprehensible features of the steel gray market. 
OPS officials have expressed their intent to enforce the new regulation 
vigorously. Your committee strongly recommends this. 








en enna 





GRAY MARKET IN STEEL 25 


The general tenor of the testimony received by your committee in 
its hearings was to the effect that the gray market in steel reached 
its zenith in the first part of 1951 and that steel prices have been on 
the decline since that time. Many of the brokers and other witnesses 
attributed the price decline in part at least to the Controlled Materials 
Plan. They pointed out that CMP has had the effect of forcing steel! 
distribution back into normal channels. 

The committee heard conflicting testimony on this point from repre- 
sentatives of the Bethlehem Steel Co. and the United States Steel Corp. 
J. V. Honeycutt, assistant vice president in charge of sales for Bethle- 
hem, told the committee in Washington on December 3 that it was his 
experience and the experience of his company that the gray market 
“has increased, in tons and in number of places” since the institution 
of CMP. 

Mr. David Austin, executive vice president, United States Steel 
Corp., disagreed with Mr. Honeycutt. He stated that he was not of 
the opinion that CMP had stimulated the gray market in steel. The 
chairman of the subcommittee pointed out that testimony received by 
the committee in its hearings tended to confirm Mr. Austin’s opinion. 


CoNCLUSIONS 


It is apparent from the evidence and testimony gathered by the 
committee during the course of its hearings that steel prices in the 
gray market are on the decline. Isolated instances of sales at ex- 
orbitant prices have been encotuntered recently, but for the most part 
it appears that the gray market reached its peak around the middle 
of 1951. As the year 1951 drew to a close, however, the threat of a 
steel strike spread new hope among the gray market operators. Some 
of them were anticipating the return of a seller’s market. 

Your committee is hopeful that the new OPS regulation, CPR 98, 
combined with CMP, will provide the teeth necessary to put the gray 
market operators out of business. ‘These parasites of the steel industry 
perform absolutely no useful economic purpose. They are in the 
market for all that the traffic will bear. Most of them have had little 
or no experience in the steel business. They were drawn to it like bees 
to honey when they saw the opportunity to make a “fast buck.” They 
will remain in it as long as shortages continue. Then, as in World 
War II, they will move on to greener fields, turning perhaps to war 
surplus or other scarce commodities. Whatever they do and wherever 
they may be, one may be certain that they will be trading on another’s 
hardship. Small-business men in other fields, hard pressed for other 
scarce materials and commodities, will be encountering the same 
ames and faces. ; 

The gray market in steel has been a vicious and reprehensible thing. 
The small-business man has not been its only victim. Big business 
has felt its effects too. The entire economy has suffered. The net 
effect of gray markets, in steel and elsewhere, has been to inflate prices 
and to increase the cost of the defense program. In these days when 
economy is essential to the economic well-being of the Nation, America 
can ill afford gray markets. They must be stamped out wherever 
they arise. 


CPR 98 and CMP eannot be expected to complete the job of wiping 
out the gray market in steel. The responsibility must be shared by 
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the steel industry itself. In particular, mills and warehouses must 
be much more vigilant if the normal channels of steel distribution are 
to be maintained. 

While the steel shortage continues, your committee intends to keep 
a close watch on the gray market and the effectiveness of present efforts 
to control it. Should there be an indication that existing controls 
are ineffective, your committee will consider the advisability “of recom- 
mending additional legislation designed to curb gray mi arkets. 

Your committee is of the opinion that the wealth of data gathered 
during the course of its hearings will prove to be of continuing value. 
Its inquiries into the gray markets in nickel and steel have shown 
parallel patterns. Presumably the same operations will be renewed 
whenever shortages become acute in other fields. Knowledge gained 
during the recent hearings will prove valuable in the committee’s con- 
tinuing study of materials shortages. 
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